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I.  INTRODUCTION 
In  presenting the  results  of  its second  reading  on  the  1986  budget,  the  Council 
invited the  Commission  :  "to use  the  maximum  of  flexibility  for  assuring  the 
proper  functioning  of  the  (structural)  funds"  and  to  submit  to  the  Council  ~n 
the  middle  of  1986  a  report  on  the  situation"2•  The  Parliament  in  its budgetary 
resolutions  of  12.12.1985  and  13.3.1986 underlined  the  importance  of  the 
structural  funds  and,  in  the  Latter,  asked  the  Commission'not  to hold  up  any 
commitment  or  payment  in  the  case  of  expenditure  under  the  structural  funds"  and 
3  "to  speed  up  presentation of  the  report"  on  the  measures  envisaged  to 
eliminate  the  "burden  of  the  past". 
The  present  report  to  the  budget  authority  responds  to  the  urgent  need  for  clarifi 
cation  and  action;  it shows  that  the  Community  faces  serious difficulties  con-
cerning  the  implementation  of  all  three  structural  funds  CEAGGF-Guidance,  ESF 
and  ERDF),  to  a  large  extent  due  to  the  fact  that  the  budgetary  authority  has 
not  respected the  balance  of  commitments  and  payments  which  the  Commission  had 
put  for~ia rd in  i·t s· pre L  imina ry- draft  budget  -( P_DB)- for  1986.-- On- --i-ts  -basis-,- -tne 
Commission  intends  during  the  month  of  April  to enter  into a  dialogue  with 
Parliament  and  Council  on  how  best  to  overcome  the difficulties.  In  the  view  of  the 
Commission,  supplementary  credits  for  the  structural  funds  are  necessary  in 
order  to  safeguard  their  proper  fonctioning;  therefore  the  Commission 
will  propose  an  increase  in  appropriations  for  the  structural  funds 
as  part  of  a  preliminary draft  supplementary  and  rectifying  budget  for  1986. 
_  (1)  Structural  Funds'-(EAGGF-Guidance,  Social  und  Region  Funds)  and  PIM  Line  551 
.(2)  Amended  and  modified  draft· bUdget·~· dCfcument··No~  1·,  1077·3/85· ·(Budget·  14)-;'·p~  3 · 
(3)  PE  104.780,  PV  63  II - 2  -
This  report  describes  the  budget  situation for  the  three  structural  funds  and  the 
special  PIM  line  551  and  the  reasons  why  the  problem exists;  analyses  the  possi-
bilities for  flexibility;and,  after  examining  the  consequences  of  other  alter-
natives,  concludes  that  the  most  satisfactory solution.would  be  to  cover  all  1986 
payment  needs  by  budgetary  appropriations  in  1986. 
It  also  needs  to  be  borne  in  mind  that  the  Council  and  certain  Member  States  have 
brought  actions  before  the  Court  of  Justice  on  the  legality of  the  1986  budget. 
Always  depending  on  the  terms  of  any  judgment  given  by  the  Court  this  could,  of 
course,  influence  what  is  said  in  this  report. 
II.  THE  BUDGET  SITUATION  IN  1986 
This  chapter  addresses  the  following  questions: 
-What  are  the  commitment  and  payment  appropriations  available? 
-On  the  basis  of  the  volume  and  the  timing  of  payment  requests  which  are  Likely  to 
presented  by  Member  States,  what  is  the  volume  and  the  timing  of  payment  needs  ? 
Which  part  of  payment  needs  relates  to  commitments  made  prior  to  1986,  which  part 
to  those  to  be  made  in  1986  and  which  part  is  not  yet  covered  by  1986  commitment 
appropriations  ? 
What  is  the  corresponding  shortfall  1n  budgetary  appropriations,  if  all  payment 
needs  are  fully  covered;  and  on  the  basis  of  presently  available  appropria-
tions,when  are  the  credits  Likely  to  be  no  longer  sufficient  in  order  to  cover 
the  payment  needs  ? 
- What  are  the  main  reasons  for  the  shortfall  1n  budgetary  appropriations  ? 
On  these  questions,  an  answer  can  be  given  only  by  making  the  best  possible  estimate 
(except  for  data  relating  to  past  events  and  figures  in  the  t:u:lget  whic~ are  krown)  or what  is 
likely  to  happen  in  1986.  Based  on  past  experience,  the  margin  of  forecasting 
uncertainties  is  relatively  small  for  the  structural  funds,  such  that  the  answers 
which  will  be  given  have  a  relatively  high  degree  of  reliability. 
A.  Available  appropriations 
Tables  1  and  1  (a)-(c)  provide  a  survey  of  commitments  and  payments  available  for  the 
three  structural  funds  and  PIM  Line  551  in  1986. 
For  commitments,  the  following  global  facts  appear 
-in its  1986  PDB,  the  Commission  asked  for  7  118  MECU1  compared  to  5  276  MECU 
1n  1985; 
the  Parlia~ent agreed  to  6  677  MECU2,  i.e.  94%  of  the  Commission's  pro~osal; 
( 1 )  521  MECU  of  this  amount  was  estimated  to  be  necessary  for  enlargement; 
(2)  280  MECU  of  this  amount  o,ras  earmarked  for  enlargement. 
;;;; 
~ 
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- because  of  unused  commitment  appropriations  from  1985  and  appropriations  Likely 
to  become  availa~le in  1986  by  cancellations  and  exchange  rate  variations  <compare 
Table  1  (b)),  the  available  commitment  appropriations  are  likely to  amount  to 
7  812  MECU,  i.e.  about  1  150  MECU1  more  tha~ the  budget  figure  and  about  700  MECU 
more  than  the  Commission•s  proposal  in the  PDB. 
For  payments,  the  following  global  picture  emerges 
- in  its  1986  POB  the  Commission  asked  for  6  060  MECU  compared  to  3  739  MECU  in  1985; 
this  amount  took  account  of  enlargement  <451  MECU);  PIMs  <136  MECU)  and  commitments 
outstanding  for  payments  (3  434  MECU); 
-the Parliament  agreed  to  5  164  MECU,  i.e.  85%  of  the  Commission•s  proposal; 
-because of  carry-overs,  the  available  payment  appropriations  amount  to  5  409  MECU, 
i.e.  about  250  MECU  higher  than  the  budget  figure  and  650  MECU  lower  than  the 
Commission•s  proposal  in  the  PDB. 
The  budget  authority  has  thus  refused  441  MECU  (6  %)  of  the  Commission•s  proposal  for 
commitments  and  896  MECU  (i.e.  15  %)  of  its  proposal  for  payments.  Moreover,  additional 
appropriations  for  commitments  (Table  1(b))  are  Likely  to  amount  to  1  135  MECU 
~ompared to  additional  appropriations  for  payment~  (Table  1(c))  of  245  MECU.  As  a 
consequence,  the  ratio  between  payments  and  commitments  declined  from  85  % in  the 
PDB  to  77%  in  the  budget  and  69%  in  available  appropriations2• 
B.  Payment  needs 
Table  2  provides  a  synopsis  of  volume  and  timing  of  paymen~irequests introduced  by 
Member  States.  The  first  column  shows  the  amounts  of  requeJ~s already  introduced  by 
.t;ili> 
15  February  1986  for  the  three  structural  funds;  the  total  ~~;s  1  884  MECU. 
;..~t"t 
Columns  2-5  of  Table  2  provide  the  best  available  estimate-¥§f  the  cumulative  volume 
~~  of  payment  requests  which  Member  States  will  have  submitted~py the  end  of  each 
quarter  in  1986.  Column  6  of  Table  2 offers  an  appreciatio~~on the  margin  of  uncer-
·t::c~,· 
tainty of  the  total  amounts  of  requests  for  each  fund.  'f:J,~ 
For  EAGGF-Guidance  and  the  Regional  Fund,  the  estimates 
on  the  following  working  hypoth~sis 
:~~~ 
shown  in  Table  2  are  based 
.:}~~:--
---
Member  States  will  not  accelerate  the  submission of payment_  claims  on  commitments 
;::;';  3 
made  prior to  1986  because  of  the  present  budget  difficult~es  ,  and 
(1)  This  amount,  which  is  not  in  the  1986  budget,  is not  unusually  high  compared  to 
previous  years,  but  part  of  it  is  due  to  special  circumstances,  e.g.  for  PIMs.  In 
making  its  PDB  estimates  of  payment  needs,  the  Commission  took  account  of  this 
factor. 
C2)  Compare  Table  1  :  6  060/7  118  in  the  PDB;  5  164/6  677  in  the  budget  and 
5  409/7  812  in  available  appropriations. 
(3)  This  could  be  the the  case  in  the hope of  being  "first served".  If Member  States  do  not 
act_ jn  a  responsible  way,  there  is  a  real  danger  that  the  problem  will  be  further 
a.c centuated. - L  -
-commitment  decisions  in  1986  will  be  taken  in  the  normal  way1• 
For  the  PHI\  l~ne  551,  the  estimate  is sl..bject  to a high  degree  of  uncertainty because  it is 
in  the starting phase;  on  the  other  hand,  programmes  have  already  been  submitted 
and  decisions  will  be  taken  on  them  before  the  end  of  the  year. 
For  the  Social  Fund,  the  timing  of  payment  requests  is determined  to  a  considerable 
extent  by  the specific  timing obligations  in  the  Social  Fund  regulation.  The  Com-
mission  will  make  the  commitment  decision  by  30  April  of  this  year;  this  will  imply 
an  automatic  payment  of  the  advances  in  the  order  of  1  300  MECU.  Similarly,  final 
payment  requests  with  respect  to  1985  commitments  have  to  be  submitted  by  31  October 
of  this year;  they  amount  to  roughly  1  000  MECU.  Total  commitments  outstanding  for 
payments  with  respect  to  the  years  1984  and  before  amount  to  1  676  MECU,  on  which 
payment  requests  of  1  200'MECU  are  Likely  to  be  made  in  1986.  The  total  volume  of 
payment  requests  for  the  Social  Fund  is  thus  estimated at  3  500  MECU • 
• 
As  a  result,  the total  volume  of  payment  requests  from  Member  States  is  estimated  at 
7  605  MECU  for  1986;  30  ~will be  introduced  by  the  end  of  the  first  quarter/  60  I. 
by  the  end  of  the  second,  and  75  I.  by  the  end  of  the  third.  This  estimate  has  a 
forecasting  margin,  but  it is  improbable  that  Member  States  will  introduce  Less 
than  7  300  MECU  of  claims  and  more  than  8  000  MECU~: 
The  figures  in  Table  2  will  allow  a  close  monitoring  of  the  Commission  estimates 
by  comparing  these  with  the  request  actually  received. 
Table  3  gives  an  estimate  of  the  volume  and  timing  of  payments  to  be  made  by  the 
Commission  on  the  r~quests  introduced  by  Member  States  as  shown  in  Table  2.  This  is 
what  would  happen  under  the  assumption  that  the  necessary  appropriations  would  be 
made  available.  The  figures  reflect  the  normal  time  it takes  the  Commission's  Services 
to  deal  with  Member  States'  payment  requests  (including  related  control  missions). 
In  the  first  three  quarters,  a  somewhat  Longer delay can  be  due  to  the  administrative 
necessity  to  concentrate  on  commitment  decisions. 
The  total  volume  of  payments  to  be  made  is  estimated  at  6  578  MECU,  15  I.  by  the  end 
of  the  first  quarter,  nearly  SO  % by  the  end  of  the  second  and  nearly  70  I.  by  the 
end  of  the  third.  This  would  Leave  about  1  000  MECU  of  payment  claims  from  Member 
States  (mainly  for  the  Social  Fund)  unpaid  in  1986  and  therefore  to  be  paid  in  1987?. 
Ci)  For  the  Social  fund,  the  Commission  intends  to  make  use  of  possible  flexibilic~/ 
such  that  there  will  be  one  commitment  decision  in  April;  and  not  a  second  one 
Later  in  the  year  as  was  the  case  in  1985. 
(2)  This  is  normaL  as  some  payment  claims  are  only  received  in  t~e middle  of  Decem~er 
andr  for  the  Social  Fund,  the  final  payment  claims  for  1985  commitments  are  nor-
mally  introduced  in  bulk  in  late  October,  a  major  part  of  which  cannot  be  v~rified 
and  paid  before  the  end  of  the  year. - 5  -
The  estimate  of  the  volume  of  payments  to  be  made  has  a  forecasting  margin,  but 
it is  impr6bable  that  it·will be  Lower  than  6  325  MECU  and  higher  than 
6  775  MECU. 
Table  4  provides  data  for  the  breakdown  of  payment  needs  into  those  relating  to 
commitments  prior to  1986  and  those  relating  to  1986  commitments;  on  the  Latter,  the 
amounts  earmarked  for  Spain  and  Portugal  are  also  shown.  The  data  as  proposed  in  the 
PDB  for  1986  in  June  Last  year  are  compared  with  the  Latest  estimate  of  the  Com-
mission's  Services  taking  account  of  the  differences  in  the  volume  of  commitment 
appropriations. 
For  payment  on  commitments  prior  to  1986,  the  comparison  of  the  PDB  figures  with  the 
Latest  estimates  show  that 
-for EAGGF-Guidance,  the  new  estimate  is  62  MECU,  i.e.  about  15%  Lower  than  the 
PDB  figure,  mainly  because  of  a  slower  than  foreseen  implementation  of  certain 
direct  measures  in  Chapter  32  of  the  budget; 
-for the  Regional  Fund,  the  difference  is  173  MECU~ i.e.  about  10%  Less~  to  a  Large 
extent,  this  can  be  explained  by  the  1985  budgetary  transfer  of  130  MECU  from  the 
non-quota  section,  which  was  made  having  regard  to  the  slow  implementation  of  some 
of  the  specific  non-quota  measures; 
for  the  Social  Fund,  the  difference  is  120  MECU,  i.e.  about  10  i.  more,  due  to 
insufficient  payment  credits  in  1985; 
- in  total,  the  new  estimate  is  115  MECU  (3.5  i.)  Lower  than  the  PDB  figure. 
For  payment  on  1986  commitments,  the  new  estimate  is  higher  than  the  PDB  figures  in 
a·LL  three  structural  funds  : 
-By  141  MECU  for  EAGGF-Guidance;  this  increase  is  Largely  due  to  indirect  measures 
(124  MECU)  for  which  a  legal  obligation  for  honouring  Member  States'  reimbursement 
claims  exists
1
;  the  latest  estimate  is  based  on  new  information  obtained  from 
Member  States  very  recently.  The  PDB  figure  has  been  a  very  conservative  estimate. 
- By  106  MECU  for  the  Social  Fund;  this  increase  is entirely due  to  the  fact  that 
288  MECU  in  commitment  appropriations  remain  available  from  19852. 
By  404  MECU  for  the  Regional  Fund,  this  substantial  increase  is  mainly  due  to  an 
original  under-estimate  in  the  PDB  of  the  degree  to  which  Spain  and  Portugal  would 
make  use  of  the  possibility for  advances  and  accelerated  payments. 
According  to  the  new  estimates  shown  on  Table  4,  the  breakdown  of  6  578  MECU  for 
total  payments  to  be  made  in  1986  is  as  follows  : 
(1)  Since  the  reimbursements  for  EAGGF-Guidance  indirect  measures  require  an 
injection of  commitments  and  payment  appropriations,  an  additional  153  MECU  1n 
commitment  appropriations  is necessary  for  them. 
(2)  Since  these  are  Largely  due  to  decommitments  in  1985,  the  total  volume  of  payments 
in  the  medium-term  is  not  significantly affected. - 6  -
- 3  198  MECU  are  needed  to  cover  requests  on  commitments  prior to  1986, 
- 3  380  MECU  are  needed  with  respect  to 1986  commitments,  of  which 
*  3  227  MECU  are  related to existing  commitment  appropriations 
*  153  MECU  are  not  yet  covered  by  available  commitment  appropriations,  but  a 
legal  obligation  for  honouring  Member  States•  reimbursement  claims  exists. 
C.  Shortfall  in  budgetary  appropriations 
Table  5  gives  an  estimate of  the  shortfall  of  payment  credits  by  comparing  payments 
to  be  made  with  available  payment  appropriations.  The  estimated  shortfall  of  pay-
ment  credits  amounts  to  1  169  MECU,  176  for  EAGGF-Guidance1,  500  for  the  Social 
Fund  and  493  for  the  Regional  Fund.  The  forecasting  margin  is  roughly  ~ 200  MECU. 
It  is  thus  likely  that  an  amount  of  at  Least  934  ~ECU .and  at  most  1  364  MECU 
would  be  missing  in  payment  appropriations  1n  1986,  if the  1986  budget  as  adopted 
by  the  Parliament  is  not  changed. 
With  respect  to  the  timing  of  the  payment  problem,  one  can  conclude  from  comparing 
payments  to  be  made  with  the  available  appropriations  (see  Table  3,  columns  (4), 
(5)  and  (7))  that  : 
-the available  payment  appropriations  are  likely  to  be  sufficient  for  all  the 
structural  funds  until  the  end  of  Septembet, 
for  the  Social  Fund,a  problem  of  lack  of  payment  appropriations  is  likely  to 
occur  in  October, 
- for  EAGGF-Guidance  and  the  Regional  Fund,  the  problem  of  Lack  of  payment  appro-
priations  is  Likely  to  occur  in  November, 
- for  fisheries  and  the  PH1  line  551,  payment  appropriations  are  likeLy to je sufficient. 
D.  Reasons  for  the  shortfall  of  credits 
In  its  PDB  for  1986  the  Commission  had  asked  f  b  or  a  su  stantial  increase  in  payment 
appropriations  for  the  structural  funds.  This  was  fully  justified as  the  new 
estimates of  payment  needs  confirm.  The  significant  increase  compared  to  1985 
can  be  explained  by  three  main  factors.  First,  commitments  in  the  early  1980s 
have  increased  rapidly  contributing  to  an  ever  rising  volume  of  commitments 
(1)  In  addition,  153  MECU  in  commitments  for  EAGGF-Guidance  indirest  measures  would 
be  necessary  to  cover  the  legal  obligations  for  reimbursement. - 7  -
outstanding  for  payment.  In  its annual  report  concerning  the  1983  budget  exercise, 
the  Court  of  Auditors  has  drawn  attention  to  thisfact  underlining  that  payments 
represented  only  about  two  thirds  of  commitment  over  a  period of  five  years  1978-83 
and  that  this  proportion  had  even  diminished  since  19801•  Secondly,  the  last  revisions 
of  the  Funds  improved  payment  eff1ciency  in  a  significant  way,  by  making  larger provision 
for  advances.  Whereas  in  the  years  before  the  last  revisions  Ci.e.  before  1984),  pay-
ments  on  new  commitments  in  the  year  oscillated around  30  %,  the  figure  for  1986 
is estimated  to  be  in  the  order  of  40  %  ..  Thirdly,  the  accession  of  Spain  and 
Portugal  does  not  only  give  rise  to  an  important  increase  in  commitment  appropriations 
but this is also  accompanied  by  corresponding  payment  needs. 
Despite  these  objective  factors,  the  budget  authority  did  not  follow  the 
Commission's  proposal  and  in  the  budget  as  adopted,  payment  appropriations  were 
reduced  by  896  MECU.  For  commitment  appropriations  the  Commission's  proposal  was 
reduced  by  441  MECU,  on  which  payments  of  about  200  MECU  could  have  been  expected., 
In  the  budget  as  adopted  there  is  thus  an  imbalance  between  commitments  and  payments 
in  1986  of  about  700  MECU. 
Table  4  shows  that  the  new  estimates  for  payments  to  be  made  largely  confirm  the 
PDB  proposal  made  nearly  a  year  ago,  the  main  differences  being 
- an  increase of  about  400  MECU  due  to an  under-estimate of  the  degree  to  which 
Spain  and  Portugal  would  make  use  of  the  possibility  for  advances  and  accelerated 
payments  in  the  Regional  Fund; 
-an increase  of  about  120  MECU  for  EAGGF-Guidance  indirect  measures  based  on  new 
information obtained  from  Member  States  very  recently. 
(1)  Court  of  Auditor  report,  point  1.10.,  O.J.  C 348  of  31.12.1984,  p.  11. - 8  -
III.  POSSIBILITIES  OF  FLEXIBILITY 
As  mentioned  in  the  introduction,  the  Council  invited the  Commission  to  use  the 
maximum  of  flexibility  for  assuring  the  proper  functioning  of  the  structural 
funds  and  the  Parliament  expects  that  the  Commission  does  not  slow  down  structural 
fund  commitments  and  payments.  For  the  Commission,  flexibility  is  a  matter  in  which 
Member  States'  responsibility  is  involved  to  a  considerable  extent.  In  fact,  the 
possibility for  flexibility  concerning  the  payment  of  amounts  which  the  Commission 
has  committed  Lies  in  the  first  instance  in  their  hands  as  they  transmit  payment 
requests  to  the  Commission.  For  the  Member  States  it  is  possible  to  decelerate 
the  transmission  of  Payment  requests  and  to  abstain  from  asking  for  advances  and 
accelerated  payments. 
If  Member  States  accelerate  payment  submissions  in  the  hope  of  being 
first  served,  the  payment  situation would  be  aggravated.  On  the other  hand,  if  Member 
States,  after having  been  informed  by  the  present  report  of  the  severity of  the 
payment  situation,  themselves  make  a  responsible  selection  of  payment  claims  which 
need  to  be  submitted  to  the  Commission  this  year,  the possibilities of  finding 
a  feasible  solution  to  the  payment  problem  would  be  enhanced. 
For  the  Commission,  two  broad  possibilities for  flexibility  exist  from  a  technical 
point  of  view  : 
- variations  of  the  amounts  and  the  timing  of  commitments, 
-variations of  payments  either directly  by  delay  in  the  execution  of  requests  or 
by  fixing  the  amount  of  advances  and  accelerated  payments  at  a  lower  Level  than 
asked  for  by  Member  States. 
From  a  political point  of  view,  both  possibilities are  unsatisfactory  in  that  the 
problem  is  not  solved  but  only  displaced  from  one  year  to  another.  Moreover,  any 
variation  of  commitments  or  payments  risks  to  be  arbitrary  and  artificial. 
In  the  following,  the  technical  feasibility  of  both  possibilities  for  flexibility 
are  analysed  and  the  political  consequences  of  making  use  of  them  are  pointed  out. - 9  -
A.  Volume  and  timing  of  commitments 
Commitment  appropriations  available  in  1986  fall  into three  categories  :  new 
1  credits  in  the  1986  budget,  credits  remaining  available. from  1985,  credits 
becoming  available  from  cancellations  and  exchange  rate variations. 
With  regard to the utilisation of  new  1986  commitment  appropriations, the Treaty  having  conferred on 
the  Commission  the  responsibility to implement  the budget,and  as  commitment  appno-
priations  for  dissociated  credits  have  a  Lifetime  of  two  years,  it would  be  theo~ti· 
cally possible  to  delay  the  execution  of  part  of  the  commitment  appropriations· 
to  1987.  If part  of  commitment  appropriations  were  used  in  1987  rather  than  1986, 
2  the  corresponding  payments,  which  represent  on  average  about  40  %  of  new 
commitments  would  also  be  deferred  to  1987.  Thus  for  the  deferment  of  a  certain 
amount  of  payments  from  1986  to  1987,  two  and  a  half  times  of  this  amount  would 
have  to  be  deferred  in  commitments  from  1986  to  1987. 
If  appropriations  remaining  available  from  1985  are  not  used  in  1986,  they  would 
be  cancelled  at  the  end  of  the  year.  The  620  MEC~·of 1985  credits  remaining 
available  in  1986  give  rise  to  252  MECU  of  payments  in  1986,  as  shown  in 
Table  6.  The  Commission  intends  to  use  these  credits- But  even  if this  were  not 
the  case,  the  payments  of  29  MECU  of  indirect  EAGGF-Guidance  measures  and  80  MECU 
of  the  Regional  Fund  and  PIM  Line  551  would  fall  due  in  Later  years  since  for 
the  indirect  measures  there  is  an  obligation  to  reimburse  national  expenditure 
and  the  others  relate to  programmes  for  which  the  amounts  are  indicated  in  Council 
l  .  3  regu  at1ons  • 
There  is  also  the  possibility  for  flexibility  concerning  commitment  appropriations 
becoming  available  from  cancellations  and  exchange  rate  variations.  In  the  Regional 
Fund  the  recommitment  of  these  amounts  is obligatory.  For  the  Social  and  EAGGF-
Guidance  Funds,  this  is  not  the  case. 
As  to  timing of  the  recommitment  of  credits  made  available,  a  positive  answer  with 
respect  to  flexibility  can  be  given  for  the  Social  Fund.  The  Commission  is  prepared 
to  agree  that  credits  being  made  available  are  to  be  committed  within  the  overall 
C1)  The  financial  regulation  stipulates  that  dissociated  credits  have  a  Lifetime  of 
two  years;  as  a  consequence,  unused  1985  credits  remain  automatically  available 
in  1986. 
(2)  This  amount  varies  significantly;  for  EAGGF-Guidance  indirect  ~easures,  it  is 
100  /.,  for  the  Social  Fund  50  r.,  for  the  Regional  Fund  about  35  % and  fo•  the 
EAGGF-Guidance  direct  measures  about  5  %. 
(3)  This  also  implies,  that  corresponding  new  commitment  credits-·would  have  to  be 
found. Social  Fund  decision  (to  be  taken  normally  before  the  end  of  March)  and  are 
not  to  give  rise  to  a  separate  commitment  decision  of  the  Commission  in  the 
course  of  the  year,  as  was  the  case  in  1985.  In  this  way,  the  decision  for 
recommitment  and  the  corresponding  payments  of  advances  would  be  delayed  for 
several  months  and  would  thus  fall  into  the  following  budget  year. 
The  513  MECU  of  Gommitment  appropriations  estimated  to  become  available  in  1986  by 
cancellation  and  exchange  rate  variations  would  give  rise  to  153  MECU  of  payments 
in  1986  as  shown  in  Table  6;  the  73  MECU  shown  for  the  Social  Fund  would  only 
occur  in  1986  if  a  second  Social  Fund  decision  after  30  April  were  taken,  an 
option  which  the  Commission  is  prepared  to  forego.  The  amount  of  73  MECU  has 
therefore  not  been  counted  in  the  above  estimation of  payment  needs. 
A deferment  of  new  1986  commitment  credits  would  be  difficult  to  reconcile  with 
the  principle of  annuality  of  the  budget  and  the  structural  policies  of  the 
Community  would  be  seriously damaged. 
If  other  available  appropriations  are  not  used,  there  would  also  be  major  incon-
veniences.  The  Commission  would  act  against  the  will  of  the Parliament 
which  wanted  to  provide  a  certain envelope  of  Community  help  which  is  reduced 
if part  of  the  financial  activities  are  not  carried out.  Moreover,  cancellations 
are  often  made  in  the  Less  prosperous  regions  with  particular  administrative 
difficulties;  this  implies  that  in  many  cases  the  cancelled  projects  have  a 
particularly  high  Community  priority.  Finally,  there  are  far  more  demands  for 
Community  assistance  in  the  Social  Fund  and  for  the  direct  measures  in  agri-
culture  and  fish  than  credits  available.  This  means  that  projects  of  the  same 
priority  have  to  be  excluded  from  financing.  Moreover,  in  the  case  of  EAGGF-
Guidance,  this  has  virtually  no  effect  on  payments  in  1986. 
B.  Variation  of  payments 
A delay  in  the  execution  of  payment  requests  cannot  be  considered  as  a  possibility 
for flexibility.  Without  prior  agreement  of  beneficiaries,  it  would  be  seen  as  bad 
management.  In  the  past,  the  Commission  has  made  specific  efforts  to  avoid  un-
necessary  administrative  delays  in  dealing  with  the  payment  requests.  At  present 
and  in  the  future,  not  only  the  Commission's  image  as  a  management  body  would 
be  at  stake  if artificial  delays  were  introduced,  but  also  the  credibility  of  the 
Community  involving  the  responsibility  of  all  three  institutions.  Therefore,  the 
Commission  believes  that  such  artificial  payment  delays  should  be  avoided. - II -
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For  the  Social  Fund,  the  payment  of  advances  is obligatory2;  there  is  thus 
practically no  possibility for  flexibility.  Concerning  a  possible  reduction  of 
advances  and  accelerated payments  for  the  other  financial  instrunents, the  regulations  stipulate 
that  these  may  be  granted.  Moreover,  for  advances  (but  not  accelerated  payments) 
in  the  Regional  fund,  it is  stipulated that  they  may  be  granted  "within  the  Limits 
3  of  budget  balances"  • 
For  EAGGF-Guidance,  non-compulsory  advances  are  estimated  to  amount  to  100  MECU, 
which,  if  ~topped in  1986,  would  have  to  be  paid  in  Later  years,  most  of  it  in 
1987.  For  the  Regional  Fund,  advances  are  estimated  to  amount  to  350  MECU  and 
accelerated  payments  to  400  MECU.  If  they  were  reduced  or  stopped  in  1986,  the 
corresponding  amount  would  have  to  be  paid  in  Later  years,  in  particular  in  1987~ 
Advances  and  accelerated  payments  are  offered  with  the  objective  of  facilitating 
the  realisation  of  investments.  If  it  is  felt  that  such  advances  are  necessary 
for  achieving  the  investment  objectives4,  the  Comm1ssion  cannot  reduce  these  without 
putting  into  danger  the  economic  efficiency  of  its operations.  The  discretionary 
reduction  of  advances  risks  suspending  the  action  and  breaking  a  political  commitment 
entered  into  by  Council  and  Commission  as  an  important  element  of  the  revision  of 
the  funds. 
For  accelerated  payments  in  the  Regional  Fund,  the  possibility to  make  use  of  them 
was  not  changed  in  the  revised  Regional  Fund  regulation;  their  reduction  would  be 
a  step  backwards,  when  the  Last  revision  provided  for  the  additional  possibility 
for  advances,  and  would  thus  clearly  be  against  the  spirit  of  the  Last  revision  to 
improve  payment  efficiency. 
(1)  Advances  are  generally  paid  without  proof  of  prior  expenditure  of  the  ~eneficiary; 
for  accelerated  payments,  30  % of  expenditure  must  already  have  been  incurred. 
C2)  This  is  also  true  for  the  EAGGF-Guidance  measure  based  on  regulation  771/85. 
(3)  Article  30.1  of  regulation  1787/84 
(4)  In  the  Regional  Fund,  the  possibility  for  advances  and  accelerated  payments  is 
not  used  in  an  automatic  way  by  Member  States. - ~2 -
IV.  T~e most  satisfactory solution 
The  analysis  of  flexibility  has  shown  that  its  use  will  generally  displace  the 
problem  from  1986  to  later years.  In  a  medium-term  strategy,  this  implies  that 
the  total  volume  of  payments  is  not  affected;  only  the  pattern of  payments  over 
the  years  is different.  In  the  case  where  the  shortfall  of  payment  appropriations 
in  1986  is entirely  covered  by  supplementary  credits,  the  development  of  structural 
interventions  is  put  on  a  sound  financial  basis  for  the  future.  If  this  is  not  the 
case,  the  problem  of  an  imbalance  between  commitments  and  payments  will  persist 
possibly  for  a  number  of  years. 
Consequently,  from  a  budgetary  point  of  view,  the  most  satisfactory solution  to 
the  shortfall  of  payment  appropriations  of  1  169  MECU  in  1986  is  the  provision 
of  supplementary  appropriations  to  cover  all  of  the  shortfall.  The  same  holds  true 
from  the  point  of  view  of  structural  policy  as  the  discussion  of  the  consequences 
of  making  use  of  flexibility  has  shown  its  major  politfcal  inconveniences. 
If  the  most  satisfactory solution  is  adopted,  the  proper  functioning  of  the 
structural  funds  would  be  safeguarded:  problems  for  Later  years  would  be  avoided; 
and  an  important  step  towards  the  necessary  longterm  balance  between  commitments 
and  payments  would  be  made. 
Any  possible  alternative  will  necessarily  be  Less  satisfactory with  respect  to  these 
major  policy  and  budgetary  considerations.  Nevertheless,  in  1986  there  is  a  Limited 
margin  of  own-resources  below  the  1.4  i.  ceiling  for  which  competing  needs  from 
EAGGF-Guarantee,the  Member  State  compensations  and  the  structural  funds  exist. - 13  -
All  three  institutions wJll  therefore  have  to  work  together  towards  a  feasible 
solution  which,  because  of  the  limi~ on  own  resources~  may  not  be  the  most 
satisfactory one.  The  Commission  would  like  to stress its  restricted margin  of 
manouvre  with  respect  to its use  of  the  possibility for  flexibility  as  well  as 
the  volume  of  supplementary  credits it can  propose  for  the  structural  funds.  For 
the  u~e of  flexibility,  a  major  responsibility  Lies  with  Member  States  and  for 
supplementary  credits  it will  be  for  the  budget  authority  to  decide  on  the 
Commission's  proposal. 
The  Commission  believes  that  the  problem  is  best  approached  in  the  framework  of  a 
medium-term  strategy.  In  such  a  strategy,  there  should  be  scope  for  the  three 
institutions to  agree  on  the  political  appropriate  development  of  commitments  having 
regard  to  the  political declarations  concerning  increases  in  structural  funds  and 
the  PIMs,  and  of  the  necessity  for  budgetary  restraint  for  the  coming  years.  The 
total  volume  of  payments  is,  in  a  medium-term  strategy,  an  automatic  consequence  of 
the  decisions  on  commitments.  Since  this  is  an  unchangeable  fact  it should  also  be 
possible  to  find  an  agreement  on  the  most  appropriate  pattern of  these  payments 
during  1986-90. 
V.  SUMMARY 
1.  This  report  describes  the  budget  situation for  the  three  structural  funds  and 
the  special  PIM  line  551  and  the  reasons  why  the  problem  exists;  analyses  the 
possibilities for  flexibility;and,  after examining  the  consequences  of  other 
alternatives,  concludes  that  the  most  satisfactory solution  would  be  to  cover  all  1986 
payment  needs  by  budgetary  appropriations  in  1986. 
2.  Summary  of  the  budgetary  problem  in  1986 
In  1986,  there  will  be  a  shortfall  of  payment  appropriations  of  at  Least  930  MECU 
and  at  the  most  1  360  MECU  with  a  most  likely  figure  of  about  1  170  MECU.  153  MECU 
of  this  amount  concerns  EAGGF-Guidance  indirect  measures,  i.e.  reimbursements  to 
Member  States  which  are  due  to  Legal  obligations not  yet  co~ered by  previous  budgetary 
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The  inability to  pay, if no  supplementary  credits  are  made  available.,  will  occu.r  first 
i~ the  Social  Fund,  probably  in  O~tober,  and  thereafte~ in  th~  Regiohal  Fund  and. 
fAGGF-Gu1dance,  probably  in  November. - 14  -
There  are  three  main  reasons  for  the  problem 
- the  budget  authority  has  not  respected  the  balance  of  commitment  and  payment 
appropriations  as  put  forward  by  the  Commission  in its  PDB  for  1986  (accounts 
for  about  650-700  MECU  of  the  shortfall), 
-the degree  to  which  Spain  and  P~rtujil  waul~ try to  make  use  of  the  possibility 
for  advances  and  accelerated  payments  in  the  Regional  Fun~ was  under-estimated  in 
the  1986  PDB  C~ccounts for  a~out  400  MECU), 
-the estimate  of  reimbursements  for  EAGGF-Guidance  in  indirect  measures  in  the  1986 
PDB  has  to  be  revised  upward  taking  account  of  the  1985  budget  implementation  and 
latest  information  supplied  by  the  Member  States  (accounts  for  about  120  MECU 
of  the  shortfall). 
3.  Flexibility 
The  possibility  for  flexibility  Lies  in  the  first  instance  in  the  hands  of  Member 
States;  they  can  decelerate  the  transmission  of  resquests  and  abstain  from  asking 
for  advances. 
With  its possibilities  for  flexibility,  the  Commission  can  make  a  contribution  to 
the  1986  shortfall  of  budgetary  credits,  but  a  masiive  use  of  theoretical  possibilities 
for  flexibility  such  as  a  significant  reductfon  in  advances  or  accelerated  payments 
risks  being  incompatible  with  the  proper  functioning  of  the  funds. 
The  Commission  will  decide  on  this  matter  in  the  Light  of  its  dialogue  with  the 
budgetary  authority  and  the  amount  of  supplementary  payment  appropriations  which  it  will 
ask  for  in.~avour of  the  structural  funds  in  the  forthcoming  supplementary  budget. 
4.  The  most  satisfactory  solution 
From  a  budgetary  and  structural  policy  point  of  view,  the  most  satisfactory  solution 
to  the  shortfall  of  payment  appropriations  of  1  169  MECU  in  1986  is  the  provision  of 
supplementary  credits  to  cover  all  of  the  shortfall.  Nevertheless,  because  of  the 
1.4%  Limit  on  VAT  and  competing  needs  from  EAGGF-Guarantee,  Member  State  compensations 
and  the  structural  funds,  all  three  institutions will  have  to  work  together  towards 
e  feasible  solution  which  ~ay  not  be  the  most  satisfactory  one.  The  Commission 
believes  that  this  would  be  best  done  in  the  framework  of  a  medium-term  strategy. l .1\.l l ·~  ., 
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Available  appropriations  for  the  three  structural  funds  and  PIN  line  55·1 
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(a)  (b)  11ppropria- (a)  (e  appr·opr i a 
t i onr.  (c)  (d)  lions  (f)  -----
EAGGF  Guidance  (incl  f\!lh)  O'.i6  1  0'1 '•  009  1  022  719  925  790  I 
828 
Social  fund  2  010  2  '• 't1  2  371•  2  809  1  '•1 0  2  399  2  033  2  125 
Regional  Fund  2  290  3  1,33  3  177  3  621  1  610  2  600  2  223  I 
2  338 
PHI  l inc  551  120  230  21,0  360  - 136  110  118 
TOTAL  5  276  7  110  . 6  677  7  812  II  3  739  I  6  060  I  5  1M  I  5  409 
(a) 
(b) 
(c) 
(d) 
(e) 
(f) 
Preliminar·y  draft  budget:  Commission  proposal;  for·  Spai.,  and  Portugal  the  Commission  proposed  163  r-iio  ECU 
for·  EAGGF  Guidance  :no  Mio  ECU  for  the  Socinl  fund  and  1,028  Mio  ECU  for  the  Regional  Fund  in  commitment  ,  . 
appropriations;  for·  payment  appropriations. the  figures  in  footnote' (d)  were  proposed. 
for·  Spain  and  Portug~l,  the  follo.wing  amounts  wer·e  put  forward  dul'ing  the  budgetary  procedure:  11,0  f'\io  ECUi:';. 
fot·  EAGGF  Guidance  310  f'lio  ECU  for  lhe  Social  Fund  and  030  Mio  ECU  for  the  Hcgional  Fund. 
.  ,  I 
Budflct  fi~urc plus  unu5ed  approp;·iations  fr·om  19tl5  plus  credits  made  available in 1986by cmcellations  eridex~fl!:lge rd 
variaticns 
Payment  appropriations  for  commitments  made  prior  to  1.1.66 were  estimated at  527  Mio  ECU  for  EAGGF  Guidance, 
1  204  Mio  ECU  for  the  Social  Fund,  1  703  Mio  ECU  for  the  Regional  Fund,  and  nothing  for  PIM  line  551. 
~r  Spain  and  Portudal,  the  following  amounts  were  put  forward  during  the  budgetary  procedure  :  54  ~io ECU  for 
EfiGGF  Guidance,  159  Mio  ECU  fpr  the  Social  Fund  and  257  Mio  ECU  for  the  Regional  Fund. 
Budget  figure  plus  1965  carry-overs. - 16-
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TABLE  1Cb) 
COMMITMENT  APPROPRIATIONS  IN  ADDITON  TO  THE  1986  BUDGET  FIGURES 
I  Appropriations!  Appropriations  be com- I 
I  remaining  from!  ing  available  in  1986*1  Total 
I  1 985  I  I 
I  I 
I  FEOGA-Guidance  I  9.0  I  43  !  1 33 
I  - direct  measures  I  24  I  40  I  64 
I  - indirect  measures  I  29  I  I  29 
I  - total  agriculture  I  53  I  40  I  93 
I  ( c h.  30-34)  I  I  I 
l  - f; s n  ( c h .  46)  l  37  I  3  I  40 
I  I  I  I 
I  I  l  I 
I  Social  Fund  I  288  I  150  438 
I  I  I 
I  I  I 
I  Regional  Fund  I  1 2 4  I  320  444 
I  I  I 
I  I  I 
I  PIM  Line  551  I  120  I  1 2 0 
I  I  I 
I 
I  TOTAL  622  513  1 1 35 
I 
*  Estimates  of  decommitments  and  exchange rate  variations - r  'l-
Table  1(c):  Carr~overs of  payment  appropriations  in  additio~ to· 
1986  budget  figures 
Appropriations 
remaining  from 
1 985 
I  FEOGA-Guidance  I  38 
I  - direct  measures  I  1 3 
I  - indirect  measures  I  25 
I  - total  agriculture  .I  38 
I  Cch.  30-34)  I 
f  ·- f  i  s: h  ( c h.  46)  I 
I  I 
I  J 
I  I 
I  Social  Fund  f  92 
1  I 
I  I 
I  Regional  fund  I  1 1 5 
I  I 
I  I 
I  I 
I  PIM  Line'551  J 
I  I 
I  I 
TOTAL  245 -tq-
Table  2:  payment  requests  from  Member  States 
r  I  Already  I  . ~, 
I  I  introduced  I  Estimate of  volume  of  payment  requests  I 
I  I  <15.2.86>.  I  31.3  I  30.6  I  31.9  I  31.12  I 
-I  I  <1>  I  <2>  <3>  I  <4>  I  <s>  I 
I  I  I 
I  EAGGF-Guidance  210  I  270  650  I  890  I  1085 
I  - direct  measures  91  I  140  225  I  315  I  400 
I  - indirect  measures  109  I  115  400  I  540  I  630 
I  - total  agriculture  200  I  255  625  I  855  I  1030 
I  <chapters  30-34)  I  I 
I  -fish  <chapter  46)  10  I  15  25  I 
I  ·  I  I 
I  I  I 
I  Social  Fund  1145  I  1200  2600  I  2700 
I  I  I 
I  Regional  Fund  529  I  800  1400  I  2000 
I  I  I 
I  PIM  line  551  - I  - - I 
I  I  I 
35  55 
3500 
2900 
100  120 
Margin 
(6) 
1030-1140 
380- 420 
600-·  660 
980-1080 
so- 60 
3400-3700 
2800-3000 
100- 130 
I 
I 
I  --T 
I  - I 
I  T 0  T  A L  I  1884  I  2270  I  4645  I  5690  I  7605  I  7300-8000  I 
I  I  I  I  I  I  I  I - ::lo-
Table  3:  Payment  needs  compared  to available  appropriations 
I  Payments  I  Payments  to  be  made-assumfng  ~full  I  I 
I  I  made  I  availability  of  appropriations  I  Margin 
I  I  15.02.86  I  I 
I  I  I  31.03  I  30.o6  I  30.09  I  31.12  I 
I  ·---- r  <1>  I  T2Y  - TI>-- I  <4>  I  <s>  I  (6) 
I  I  I  I  I  I 
I  EAGGF-Guidance  I  27  I  150  250  I  560  I  1004  I  950-1030 
I  - direct  measures  I  24  I  80  150  I  250  I  350  I 
I  - indirect  measures  I  - I  60  80  I  280  I  600  I 
I  - total  agriculture  I  24  I  140  230  I  530  I  950  I 
I  <chapters  30-34 >  I  I  I  I  I 
I  - fish  <chapter  46>  I  3  I  10  20  I  30  I  54  1 
I  I  I  I  I  I 
I  Social  Fund  I  0  I  170  1650  I  1900  I  2625  I  2525-2725 
I  I  I  I  I  I 
I  Regional  Fund  I  163  I  700  1300  I  1900  I  2831  I  2750-2900 
N.B. 
Comparing  payments  to  be  made  with  the available  appropriations,  one  can  conclude: 
payment 
appropri-
ations 
f7> 
8?a 
331 
443 
774 
54 
2125 
2338 
the  available  payment  appropriations  are  likely  to  be  sufficient  for  all  the  structural  funds  until  the  end  of 
September, 
for  the  Social  Fund,  a  problem  of  lack  of  payment  appropriations  is  likely  to occur  in  October,  because  at 
the  end  of  September  only  154  Mio  ECU  of  credits will  remain  available, 
for  EAGGF-Guidance  and  the  Regional  fund,  the  problem  of  lack  of  payment  appropriations  is  likely  to  occur  in 
November,  because  at  the  end  of  September  366  Mio  ECU  and  438  Mio  ECU  will  remain  available, 
for  fish  and  the  PIM  line  551,  payment  appropriations  are  likely  to  be  sufficient. 
i '-· 
- .2l -
Table 4:  Break<brl of payment  needs 
in Mio  ECU 
1  PRB..IMINARY  DRAFT  llJ)GEf  1  N:W  ES'TIM\TES  FOO ~ro~- --- ··1 
I  I 1986  1986  PAYft'ENTS  I 1986  1986  PAYr>affS  I 
I comnit- lOTAL  .  I <h  comnit- I en  1986  I Of  which  I comnit- TOTAL  I <h  coomit- I <h  1986  I Of  \llich fori 
I ments  I ments  prior I conmit- I for ESP,  I ments  I ments  priori  coomit- I ESP,  PO  I 
I  I  I to 1986  I ments  I PO  I  I to 1986  I ments  I  I 
I fAGGF-G.Jidance  I  1014  I  925  I  435  I  4SU  I .  54  I  10221  1004  I  373  6311  I  20  I 
I -direct measures  I  458  I  W  I  300  I  9  n.a.  I  4561  350  I  324  26
1  I  20  I 
I - irnirect measures  I  476  I  476  I  - I  476  n.a.  I  447  600  - 600. 
I - total agriculture  I  934  I  865  I  300  I  485  I  sm  ~  324  021J  I  20  I 
I  <chapters  30-34>  I  I  I  I  I  I  I 
I - fish  <chapter  46>  I  ro  I  w  1  55  I  . 5  n.a.  I  119  54  49  5  I  - I 
I  .  I  I  I  I  I  I  I 
I  I  I  I  I  I  I  I 
I Social  Fl.rd  I  2441  I  23W  I  12m  I  1196  159  I  zoof  2625  1323  "1302  I  250-DJ  I 
I  I  I  I  I  I  I  I 
I Regional  Fu-d  I  3433  I  2600  I  1675  I  925  257  I  3621  2831  1502  1329  I  «:JJ  I 
I  I  I  I  I  I  I  I 
I PIM  Line  551  I  230  I  136  I  - I  136  - I  360  118  - 118  I  - 'I 
I  I  I  I  I  I  I  I 
I mrAL  I  7118  I  6IXil  I  3313  I  2747  I  470  I  78121  I  6578  I  3198  I  33801  I ctxut 100J  I 
I  I  I  I  I  I  I  I  I  I  I  I 
1 
In  ac:±liti01,  153  Mio  ECU  in  comnitments  Wa.Jld  be  necessary to cover  the  legal obl igatims for  reinbursement 
cmcemirYJ  indirect  EAGGF-Guidance  measures. 
2 
150  Mio  ECU  of this will not  be  used  in 1986,  if, as  intended,  only me  commitment  decisi01 is taken. 
'.· Table  5  · ..  :Est:i:nRI:te  of  the  shortfall of budgetar-y  appropriations  in 1986 
Best  Estimate  Minimum  Maximum 
EAGGF-Guidance  176  122  202 
- direct  measures  19 
- indirect  measures  157  (1) 
- total agriculture  176 
<chapters  30-34) 
- fish  <chapter  46)  0 
Social  Fund  500  400  600 
Regional  Fund  493  412  562 
PIM  Line  551  0  0  0 
TOTAL  1169  (1)  934  1364 
(1)  In  addition,  153  Mio  ECU  in  commitments  would  be  necessary  to  cover 
the  Legal  obligations  for  reimbursement. Table 6:  Payments  in  19a6  on  commitment  appropriations  in  addition 
to  1986  budget  figures  (compare  Table  1(b)  ) 
On  appropr1ations  On  appropriations  TotaL 
remaining  available  becoming  available 
from  1985  in  1986 
FEOGA-Guidance  32  0  32 
- direct  measures  1  0  1 
- indirect  measures  291  0  29 
- total  agriculture  30  0  30 
( c h.  30-34) 
- fish  ( c h.  46)  2  0  2 
Social  Fund  140  73  213 
Regional  Fund  402  80  120 
PIM  Line 
TOTAL 
551  402  - 402 
252  153  405  . 
These  payments  do  not  depend  on  the  commitment,  but  on  the 
obligation  to  reimburse  national  expenditure  in  applications  of 
zouncil  Regulations. 
These  payments  relate  to  programmes,  for  which  the  amounts  are 
indicate-d  in  Council  Regul"ations. 